
N:.COMPUSHHENTS

'~"I!""'."'.

Local Services
Less tNn 3 month after the pusa~e

of the Telecommunlcatlons Act of !996. we filed With sate regulators
in 311 50 sates to provide Ioal servIce and entered negotJaoons WIth
local phone companies. 8y Febrwry 1997, we engaged in 57 arbitntion
hearings with the RBOCs. GTE and SNET: areas where final decisions had
been made represented more than 118 million access lines - SO.7 percent
of the total lines in the country - representini another step coward bring­
ing CUStomers choice in IoaJ service.

. . i 'He have reached agreements with
altematiw access providers covering more than 70 cities. 'He will insaII
hi&h-aPac:ity. fiber-optic transmission f.lcilities and three switehin& centers
to enhance our ability to ofFer Chiago-aru eustomer1 a full ~ge of ser·
Yices beginning later this year.

Online Services
c:~-7"~ .• As part of its effortS to help busi­

nesses hamess the economic power of the Intemet, AT&T offered a
27-city, six-month toUr of the United Saw to showa.se its electronic
commerce prcductS and services. We've brou&!'t the advanages of our
AT&TWorldNet Managed Internet Service - which provides businesses
with access to the Intemet over dedicated. hi&!'-speed connections - to
businesses in Asia and Europe.

,i.....;:,:-- :".- ~~-:.:.. . j A st1Jdy on the state r:J e1earonit

commerce in America dlatAT&T commissioned by the independent
research firm Odyssey shows that narty half the American population ­
135 million people - expec:cs to increue use of online services OYer the
next five )'UI"S for getting information about products and services..

AT&T Solutionse Services
., ~":H; .h:;I::aM The $1.1 bmion.l()'~comnct

zwan:Ied to AT&T Solutions byTextron. Inc.. was one r:J the Iatpst sinI\e­
source outsourcing qreemena to date. An aereement with United
HuJdlCue Corp. for professional and networ1ci1l1 services rn&na&ecl by
AT&T Solutions is the Iatpst of its kind In the hakh a.. incIustr')t AT&T
Solutions will provide Halla Information Synenw Corp. with consultinl and
systemS i/ltecration serW:es for the HaJIa business crouP In Korea.

.* ;1, lifo. j.:'" !.:.I AT&T Solutions' new mre-of-chNrt
Global Oient Support Center in Ourtwn. N.c., ofI'ers unique netwOrit
manqement capabilities U'OUlId-the<Iodt for a fuU sua d ditna' nee­
wor1cin& needs - from multi-'IlIIlCIor~ and daQ erwironrnena to desk~

tops. servers. and IoaJ. and widNnIa netWOrics. Nw dle first full year
of operation. OUr profesaionaIs now S4INI more than 100 of the woMs
1a'lUt mukinational companies and il"II positioned in some 30 Ioations
around the worid.

AT&T Universal Card Services
..1:'" : dh·:!;·J:'t- In I996.AT&TlJnivenaICard

SerW:es launched UtWenal Rewards. which allows ardmemben to
am points redeemable for valuable products and seMces.

!.M "'li. Ir:'ut.:.• AT&T Uni¥enal Card Services
(Ues) is ludinc AT&T into the excitinc~ wot1d of electronic pay­
ments. Using its expertise in payment tI"anSiCtions. UCS is Ioclkinc
at the best n_ ways for consumers to make online paymena using
"smart" cards and other methods - a key component of the quiddy
growing area of electronic commerce.

Intemational Services
: AT&T began one!",ng :>usmess

and consumer ser'VIces 1/\ the Umted Kingdom 1/\ 1996, manung t~e

first time we've set up shop in direct competition WIth an established
local provider outside the U.5~ before the year was out. we were
handline more than SO million minutes of service per month. In add,·
tion. AT&T and its parcners are worlcine to crute the No, 2phone
company in Germany - the larrest communications market in contlnen·
tal Europe - through the Mannamann Arcor alliance.

..... iPt·:.:.':; I r.~ _ AT&T is committed to being the first
choice of multinational companies u they expand into different regions
of the wotId. We seek to &ive~ access toAT&n network and
billin& around the Jlobe. 'He will cake acMntlp of the ~utionof our
industry to improve our cost str\ICtUre and position AT&T for growth:
serve custemel'S by expandi"lloaJ operations in priority countries: and
make the most of~ opponunities by clevelopi"l str'ltefc global and
regional partner'shiJ:Is that expand the reach and scope of our network.

Government Customers
' :.;- ;",;-" :..:':::':: ~ '~In early 1997. the Defense Infor..

mation Systems Agency awarded AT&T a contnct potentially worth
$S billion over the next nine years to build a backbone network. and
provide access and tranSmission services. In 1996. we won a multi­
year $1.5 billion contract to provide communications services to the
U.S. Navy. Coast Guard and Malines.

:4ifj,r:-{- 'i,0' AT&TGcMmmentMarkea is helping
usher in a~ ,approach to,CapiulI Hill testimony. ,In the first CDnvess­
ionaJ harinr of its lcind. the joint Economic Committee held a harinr in
1996 explorinr society's tnnsidon from the industr'iaJ ap to the informa­
tion age. Using AT&T technolo&y. witnesses testified from Capitol Hill. u
well u from video rooms in Los Angeles. Chicago. N_ York and London.

Innovations from AT&T Labs
In I996. AT&T Labs was in¥OMcl

in development work for Impressive ofrerinp such as AT&T Difital
PCS and AT&T WoridNet·Service. AT&T Labs was created from
Bell Laboratories u part ofAT&rs division into separate companies.
AT&T Labs provides research and development to support Ann
strenld's in providinl communiations services.

.Mal".· i '.,ill!'Xoj AT&T Labs is pioneering the devel0p­

ment of the next pneration of tedvIoIoo" to shape the future of COlTVro­

niations. AT&T Labs looks be>'ond traditional bnns of telephony and
explores~ ideas and concepa dlat will lead the next communications
n!'IOIution. This includes work on forwvd-chinJcjnr appIiations in network
technologies. service p1ad'orms and inw'personaJ communications.

Community Involvement
.. ' •••:: 1 i .' : .; ,ji. 'He continued an incneasi"& focus on

~t-making and II'I'Iployee ilwoMement within communities where AT&T
people live and work. In dle last cleade. AT&T has donated almost 5700
million in rnna. sponsorships and prodUctS to eduation. arts. health and
environmental procrwns across the United SCites and around the world.

~. ;1,,1: i'.:I"••:.! F The I million hours of community
serW:e dlatAT&T people are expected to conUibute by the end of 1997
through the AT&T CARES program have a value of about 520 ""II,on.
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Financial Review

1996 was a historic year forAT&T as we
successfully separated into three independent entities

I
n 1996 we successfully completed our plan to
separate into three publicly held stand-alone
companies. each focused on serving certain core

businesses.This began with the initial public offering (IPO)
of 17.6% of LucentTechnologies Inc. (Lucent) shares in
April 1996. the largest IPO in history.We distributed to
our shareowners all of the shares we owned of Lucent on
September 30.1996. On October 1.1996. we completed
the sale of our majority interest in AT&T Capital
Corporation (AT&T Capital) and we received $1.8 billion
in cash. Finally. on December 31. 1996 we completed our
plan when we distributed to our shareowners all of our
shares in NCR Corporation (NCR).

The actions taken in 1996 leave us in a strong position
for the future. Our debt ratio, excluding financial services.
at the end of 1996 was 18.7%, among the lowest in our
industry. Our return on average assets from continuing
operations was approximately 10.3%. among the highest
in our induStrY.

1996 was a record year for us. Income from continuing
operations of $5.6 billion increased 7.0% frem 1995. while
earnings per share of $3.47 increased 5.5% compared with
1995. Our operating margin also improved to 16.9% in
1996.AII references to 1995 exclude restructUring and
other charges.

We made significant expenditures in 1996 for strategic
. investments into various mancets which we believe com­
plement our core business.These include internet access,
consulting and outsourcing and local expansion. In 1996
we continued our market share leadership in the con­
sumer and business long distance marl<ea.

We continued to provide new produCts and services
to our customers. such as our AT&T One Rate program. a
flat IS-cents-a-minute plan for consumers.Announced at
the end of September, the program already had nearly 3
million subscribers at the end of December.Although the
majority of One Rate customers are existing AT&T cus­
tomers moving from other calling plans. One Rate has
attracted a number of wins from competitors. Success in
the telecommunications marl<et is about meeting complex
customer needs and providing valuable and reliable ser­
vices.We are committed to meeting these needs by pro­
viding the necessary service plans and by maintaining the
AT&T long distance netwOrk which has unparalleled relia­
bility by almost any measure.

We continued to expand our relationship with our
business customers from one of simply carrying voice and
data traffic to playing a consultative role and becoming
strategic partners.We now provide business consulting.
outsourcing and electronic commerce solutions among

other services to business markets. For example. we
signed a $1.1 billion. ten-year contract with Textron. Inc. to
upgrade. expand and manage their global communications
infrastructUre.

As a result of the strategiC restructuring. some changes
in our financial reporting format have been made. In order
to appropriately reflect the ongoing operations of the
"new" AT&T. certain reclassifications have been made to
reflect the results of businesses that we have divested or
plan to divest.Accordingly. the revenues and expenses.
assets and liabilities and cash flows of Lucent. NCR and
AT&T Capital. as well as certain other businesses. have
been excluded from the respective captions in the
Consolidated Statements of Income. Consolidated Balance
Sheets and Consolidated Statements of Cash Flows.The
net operating results of these businesses have been
reported as "Income (loss) from discontinued operations,"
net of applicable income taxes. the net assets as "Net
assets of discontinued operations" and the net cash
flows as "Net cash used in discontinued operations." In
addition. the consolidated results for continuing opera­
tions have been reclassified to improve comparability with
the communications services industry.As a result of the
spin-offs of Lucent and NCR and the sale ofAT&T
Capital. our Consolidated Balance Sheet at December 31.
1996 no longer includes these entities in "Net assets of
discontinued operations:' Additionally. the results of oper­
ations and net cash flows for lucent and AT&T Capital
are reflected in our Consolidated Statements of Income
and Consolidated Statements of Cash Flows through the
date these dispositions occurred.

Restructuring and Other Charges
In the fourth quarter of 1995 we recorded a pretax
charge of $3.029 million for restructUring costs of $2.307
million and asset impairments and other charges of $722
million.The charges covered consolidating and reorganizing
numerous corporate and business unit operations over sev­
eral years.The total pretax charge was recorded as $8+4
million in netWOrk and other communications services.
$934 million in depreciation and amortization. $1.245 mil­
lion in selling. general and administrative and $6 million in
financial services expenses.The tax benefit associated with
the charges was $993 million.

During 1996 we continued to implement our restruc­
turing plans.We completed the restructuring of our pro­
prietary netwOrk and messaging services business. closed
several call servicing centers. sold certain international
operations, and reorganized and reduced certain corpor3te
support funCtions. As.of December 3/. 1996. approXImately
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5.000 management employees and 1.000 occupational
employees have been separated. Of the 5.000 management
separations. approximately 3.000 accepted voluntary sepa­
ration packages. We expect the majority of our plans to
be completed during 1997. However. certain severance
and facility costs have payment terms extending beyond
1997. A detailed discussion of restructuring and other
charges is in Note 5 to the Consolidated Financial
Statements.

AT&T operates in two industry segments. the telecom­
munications industry and the financial services industry.
Our communications services (which is part of the tele­
communications industry) consists of a wide range of ser­
vices to residential and business customers. including
domestic and international wireline long distance voice.
data and video services. wireless services. network man­
agement, business consulting. outsourcing. electronic com­
merce solutions and internet access service. Our financial
services segment primarily consists of our AT&T Universal
Card credit card business.

Communications Services

Communications services revenues grew 4.4% in 1996 and
5.4% in 1995.

DOUAIl.S IN HIWONS 1996 !~'~S 1994

Revenues
Wireline $45.'''7 $44.226 $42.310
Wireless 3,"76 2.926 2,280
Products and other services 1,192 1.251 1.338

Toal communications
services revenues $50,515 $48.<103 $045.938

Operating income S 8,7"6 $ 5.159 $ 7.370

Operating margin 17.3" 10.7% 16.0"

Wireline services revenue. which includes traditional
long distance toll calling. network management. messaging
and other netytOrk-enabled services. increased 3.2% in 1996
and 4.5% in '1995. We handled a record 68 billion calls in
1996. causing conversation minutes for switched long
distance services (volume) to rise 5.9%. The volume growth
in 1996 slowed from the nearly 9.0% growth registered in
1995. reflecting competitive pressures from traditional
sources in the consumer markets as well as nontraditional
sources such as smaller telecommunications companies
and dial-around resellers. This pressure was somewhat
offset by strong volume growth in business inbound services.
particularly toll-free 800 and 888 services.

Volume growth continued to exceed revenue growth in
1996. This reflected lower pricing from promotional dis­
counts. increased movement of customers to optimal calling
plans and increased discounts given to large accounts. As we
continued to expand internationally. international volumes
increased while related revenue remained relatively flat.
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In 1995 we saw volume growth in calling card. business
inbound services and consumer International servIces.
Although volume growth exceeded revenue growth (due
primarily to customers taking advantage of our cal/ing
plans and promotions). the gap between revenues and
volumes was about 4% in 1995. This reflected movement
among calling plans by both business and residential cus­
tomers and some targeted price increases.

The long distance market is increasingly characterized by
aggressive pricing actions. the introduction of new competi­
tors (such as dial-around resetlers) and price sensitivity on
the part of consumers. As a result, revenue as well as v0l­
ume growth was adversely impaaed. We expect that these
conditions will intensify in the future as the Regional Bell
Operating Companies (RBOCs) are permitted to provide
long distance services in their home regions. thereby nega­
tively impacting our long distance volume and revenue. As
the RBOCs. who currently have zero market share. begin
providing long distance services. we will lose long distance
market share. However. we will gain market share in the
local telephone service market as we are able to enter it.

Wireless services revenue. which includes cel/ular.
messaging services. and air-to-ground services. grew 18.8%
in 1996 and 28.3% in 1995. The growth in both periods
was the result ofconsolidat~cellular subscriber growth
of 31.7% in 1996 and 39.2% in 1995.

Cellular customers. reported on the same basis as
consolidated wireless revenues. stood at 5.2 million
at December 31. 1996 compared with 3.9 million at
December 31.1995 and 2.8 million at December 31.1994.
Cellular customers served by companies in which we have
or share a controlling interest increased to 7.1 million at
December 31. 1996 from 5.5 million at December 31.
1995 and 04.0 million at December 31. 19904. Cellular rev­
enue per subscriber was approximately $60 per month in
1996 compared with approximately $69 in 1995 and
approximately $79 in 1994. The decline reflected industry
wide pricing pressures. as well as lower average usage per
subscriber as expansion included growth in subscribers who
are more casual users (e.g. for emergency and other per­
sonal use). However. based on reported financial informa­
tion of wireless competitors. our revenue per subscriber is
above the industry average. The number of casual users is
expected to continue to grow in 1997, which will likely
result in lower average revenue per subscriber next year.

By combining our 800 MHZ cellular and 1900 MHZ
personal communications services (PCS) licenses. we can
eventually provide wireless telecommunication services to
markets covering approximately 93% of the U.S. popula­
tion.ln October 1996 we launched AT&T Digital PCS ser­
vice in more than 40 of our existing 800 MHZ wireless
markets. covering 70 million potential customers. The
difference between AT&T Digital PCS and analog cellular
service is in the features. AT&T Digital PCS prOVIdes
longer battery life. short text messaging service. cailer
Identification. message waiting indicator and enhJl'!ced



)ecurity. AT&T Digital PCS Jllows customers to make and
receive voice Jnd dJU tr:ansmissions to people rather ch"n
places. At December 31. 1996. we had more than 900.000
digital subscribers. including over 500.000 receiving AT&T
Digital PCS service.

The overall penetration rate (number of cellular cus­
tomers as a percentage of the total population in the ser­
vice territory) for markets in which we have or share a
controlling interest. increased from 5.9% at December 31.
1995 to 7.5% at December 31.1996.

ProductS and other services revenue includes wireless
produa sales. online services. consulting and outsourcing
services. and other sales and services to businesses and
consumers. ProductS and other services revenue increased
11.2% in 1996 and decreased 6.5% in 1995. The roll-out of
new and nontraditional services drove the increase in
1996. The 1995 decrease was mainly due to lower other
services revenues in our wireless business.

During 1996 we began offering internet access service
under AT&T WoridNet'"'" and had 568.000 subscribers by
the end of the year. Our AT&T WoridNer,,"1 and hosting
services and our consulting and outsourcing businesses con­
tributed to the increase in revenues. However. these Start-up
businesses required significant expenditures in both years.

.These investments are necessary for· us to expand intO the
strategic areas we believe are important to our future.

We signed numerous agreements in 1996 to provide
con~ulting and outsourcing services to various companies.
We expect these agreements to increase productS and
other services revenue in 1997. Revenue expeaed under
contractS executed in 1996 primarily for outsourcing
amounted to approximately $2.9 billion at December 31.
1996. This is earned over the contraa term. which can
extend to up to 10 years. Since revenue depends on actual
usage under service contractS. actual revenue for a partic­
ular contract may be higher or I~r than the reported
expected amount.

Operating Expenses

Operating expenses for communications services included
$3.023 million of restrUcturing and other charges in 1995
and $246 miJIion of McCaw Cellular Communications. Inc.
(McCaw) merger-related expenses in 1994. Excluding these
charges. operating expenses for communications services
increased 3.9% in 1996 and 5.0% in 1995. The 1996 growth
was due to increased selling. general and administrative
expenses and increased network and other communica­
tions services expenses partially offset by decreased

-access and other interconnection expenses. The 1995
growth was primarily due to increased selling. general and
administrative expenses. The expense growth rate
decreased in 1996 primarily due to lower access and other
interconnection charges. As a result. the operating margin

for communications services increased in 1996 to I 7.3c~

from 16.9~ In 1995. excluding restructuring ~nd ct~er

chJrges. and 16.6% in 1994.
Access and other interconnection ("xpenses are the

charges for facilities provided by local exchange carriers
and other domestic service providers and fees paid to for­

eign telephone companies (international settlements) to
connea calls made to or from foreign countries on our
behalf. These charges are designed to reimburse these car­
riers for the common and dedicated facilities and switch­
ing equipment used to connect our network with their
network. These costs declined in both 1996 and 1995 due
to lower per-minute access cost resulting from changes in
the price setting methodology approved by the Federal
Communications Commission (FCC). operational
improvements in our infrastructure and reduced interna­
tional settlements. The decrease in 1996 was also partially
due to a second quarter accounting adjustment of previ­
ously estimated accruals to reflect actual billing. These
reductions were partially offset by increased volumes and
international traffic mix. Access and other interconnection
expenses as a percentage of wireline services revenue
were 35.8% in 1996.39.8% in 1995 and 42.1% in 1994.

Network and other communications services expenses
include operating and maintaining our network. operator
services. nonincome taXes and the provision for uncol­
lectible receivables. Network and other communications
services expenses. excluding $844 million in 1995 related
to restructuring and other charges. increased in both 1996
and 1995 due to increased costs from our expansion into
new initiatives. enhancements made in customer care facil­
ities and higher provisions for uncollectibles.

New initiatives such as AT&T WoridNet'- and hosting
services. preparing for local service entry and our consult­
ing and outsourcing businesses represented approXimately
half of the increase in network and other communications
services expenses in 1996 and most of the increase in
1995. We filed to of'feto local service in all 50 states less
than three weeks after the Telecommunications Aa of 1996
(the Telecommunications Act) was signed in February
1996. As of December 31.1996. we had received authority
to provide local service in 42 states.

The higher provision for uncolleaibles in J996 reflects
collection issues as well as a shift in industry wide credit
risk profiles of business customers which resulted In
increased bankruptcies. delinquencies and fraud. In particu­
lar the business reseller market has experienced SIgnIficant
competition which has had a negative impact on these
customers' payment patterns. Our ongoing provISion for
uncollectibles will continue to reflea the increJsed r:sk In

our business markets.
In 1996 the cost of operating our worldWide lr~e·I.~'!nc

network was essentially unchanged despite ,n,"elk: . '..ng
volumes and the increased compleXity of our ser,;~ -.' ~gs.
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Oeprec\;ltIon and Jmortlzation expenses. excluding
$934 million ':If "estruccuring !nd other charges in 1995.
increased $154 million or 6.0% in 1996.This increase was
primarily the result of additions to the telecommunica­
tions network and was partially offset by the impact of the
asset write-downs at the end of 1995.We expect depreci­
ation and amortization expense to continue to increase
with the expansion of our netwOrks. (See Financial Condi­
tion and Cash Flows -Investing activities for a discussion
of capital expenditures.)

Additionally. subsequent to their divestment, purchases
from Lucent and NCR are recorded at the full commercial
price.When these entities were part of our consolidated
results. these purchases were reflected at their manufac­
turing costs. Going forward. this will result in higher capital
expenditures and related depreciation expense as well
as higher period expenses for those items not capitalized.
We have committed to purchase $3.000 million from
Lucent by the end of 1998 and $350 million from NCR
by the end of 1999. By the end of 1996 we had pur­
chased $2.726 million from Lucent and NCR under
these agreements.

In 1995 depreciation and amortization expenses
increased $192 million or 8.0%. excluding restructuring
and other charges. due to increased capital expenditures
to support our telecommunications netwOrit services. to
provide for growth in calling volumes, t::l ::iirOduce new
technology and to enhance reliability. Also contributing
to the increase was amortization associated with the
acquisition of the remaining interest in UN Broadcasting
Corporation (UN) in October 1995.

Selling, general and administrative expenses. excluding
$ 1.245 million of restructuring and other charges in 1995
and $246 million of McCaw merger-related expenses in
1994. were 29.3% of communications services revenues
in 1996.27.1% in 1995 and 24.8% in 1994.These costs
increased as a percentage of communications services
revenues in both 1996 and 1995 due to expenditures for
new initiatives. higher marketing and sales expenses and
enhancements to customer care facilities.

Our initiatives for online services. such as AT&T
WorldNet'..... local expansion and our consulting and out­
sourcing businesses represented about 30% of our increase
in 1996 and approximately 15% of our increase in 1995.

These increases were slighdy offset in 1996 by lower
costs per point for our True Rewards program as well as
the expiration of some True Rewards points.Additionally.
further offsetting the 1996 increase were cost reduction
benefits obtained from the 1995 restructuring.

Also included in selling. general and administrative
expenses were $640 million. $563 million and $463 million
of research and development expenses in 1996. 1995 and
1994. respectively. Research and development expendl­
wres are mainly for work on wireless technology.
advanced communiCJtlons services and proJects aimed at

23

international growth. These expenses "'c!'Jded 56 ~I!I:C~

of restructuring and other charges In 1995.

FinanciaJ Services

Dou.u.s IN MIWONS 1996 1995 i99<4

Revenues (I) $1,669 $ 2.261 S 1.838
Opel'2ting income U 29<4 216

Opel'2ting margin 3.8% 13.0% 11.8%

Universal Card Information:
Total owned finance receivables S7,OS6 $10.618 $12.380
Toal owned and managed

finance receivables 13,556 1<4.118 12.380
Cardholder accounts in millions II.) 17.6 15.1

(I)~__OWNED AK-.us Otol,r. ew..tD lICIN.IUS AS. ,,!l""r.CE

OF TOTAl. OWNED AND _ lECflYAIW Wf~ 52% IN 1996 ''''0 7S~ .. 1995.

Our financial services segment is primarily our AT&T
Universal Card Services business. Contributing to a lesser
degree are some finance assets that we retained from
AT&T Capital as a result of their 1993 restructuring.
Universal Card continued to experience competitive
pricing pressures and higher charge-offs in 1996. as did
the industry.The reserve for credit losses is set based on
experience. current delinquencies and the oudook for the
economy. Revenues have decreased in 1996 compared with
1995 primarily due to the impaa of securitizations we
completed dUring 1995 and 1996.Additionally.lower rate
offers continued to decrease margins. In 1995 revenues
increased due to a higher level of average owned receiv­
ables. Universal Card's total managed receivables included
$6.500 million and $3.500 million of cumulative securitized
receivables at the end of 1996 and 1995. respectively.
Universal Card retains the servicing and customer relation­
ships of the credit carcI accounts that were securitized.

Financial services expenses decreased $356 million or
18.2% in 1996.exduding $6 million in 1995 for restruCturing
and other charges.This decrease reflects a decrease in over­
all direct portfolio expenses (interest, provisions for credit
losses and other related cOSts) due to decreased owned
receivables primarily associated with the securitization pro­
gram. Selling. general and administrative expenses increased
$83 million primarily due to cuStomer loyalty programs.

Financial services operating income decreased $236 mil­
lion in 1996. and increased $84 million in 1995. excluding
restructuring and other charges. Operating margin was 3.8%
in 1996. 13.3% in 1995 and 11.8% in 1994.The decrease in
1996 was primarily due to the continued decline In portfo­
lio credit performance and increased selling. generJI and
administrative expenses.The increase in 1995 was due to a
higher level of average earning assets.

Other income statement line items

Other income· net includes sales and exchJr :,,~ . ~'h~·
lar properties. net equity earnings from Inve;:.;·-.
Increases In the val!.!e:of corporate-owned '.' ~
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policies on officers. minority owners' interests in the eam·
ings or losses of subsidiaries and other miscellaneous
transactions.

In addition to the above. other income for 1996 included
a loss on our invesanent in Novell. Inc. stock and other
income for 1994 included the loss from a.lost satellite and
preferred dividends of a subsidiary.

Interest expense decreased in 1996 compared with
1995 due to lower levels of average debt. The lower levels
of average debt are primarily attributable to the assign­
ment of debt to Lucent and the application of the pro­
ceeds from the sale of AT&T Capital. Interest expense in
1995 compared with 1994 increased as a result of higher
levels of average debt offset partially by lower average
rates on long-term debt.

The effective income tax rate is the provision for
income taxes as a percentage of income from continuing
operations before income taxes. The effective income tax

rate for 1996 of 36.7% was impacted by tax benefits asso­
ciated with various legal entity restructurings. The 1995
effective income tax rate of 39.0% was impacted by the
restructuring and other charges. Excluding such charges.
our 1995 effective income tax rate was 36.7% which was
favorably impacted by lower state tax rates and higher
research credits. The 1994 effective income tax rate of
39.3% was impacted by McCaw merger-related '!'xpenses
as well as a tax benefit of $74 million as a r:::iUlt of the
redemption of a subsidiary's preferred stock. Excluding
these charges. our effective income taX rate for /994
was 38.8%.

Income from discontinued operations was $ 138 mil­
lion in 1996. $25 I million in 1995 excluding restructUring
and other charges of $3.317 million. and $3/7 million in
1994. Income from discontinued operations includes the
results of NCR. and other businesses. and the results of
lucent and AT&T Capital through September 30./996. As
a result. the decline in 1996 relates primarily to Lucent and
AT&T Capital being included for only a portion of the year.
Discontinued operations also includes the elimination of
intercompany transactions. an alloation of AT&rs interest
expense (based on a ratio of net assets of discontinued
operations to total AT&T consolidated assets). and a por­
tion of AT&rs consolidated taxes attributable to discontin­
ued businesses. We recognized a $162 mmion after-tax gain
on the sale of AT&T Capital as a separate component of
discontinued operations in 1996.

Included in 1996 income from discontinued operations
is a nonrecurring tax benefit of $155 million as a result
of reversing deferred tax liabilities on the earnings of
Lucent's non-U.S. consolidated subsidiaries. The subsidiaries
have the ability and specific intention to permanently
reinvest such undistributed earnings. These deferred tax
liabilities reduced income from discontinued operations
in earlier years.

Financial Condition and Cash Flows

Operating activities. Cash flow from operating JCC,vIt!es
decreased 3.6% to $8.734 million in 1996 and incre3sed
14.0% to $9,060 million in 1995. The decrease in 1996
related to required cash payments for restrUcturing and
other charges amounting to $471 million. We expect chat
another $1.4 billion will require future cash payments. The
increase in 1995 was consistent with the growth in our
income from continuing operations. excluding restructur­
ing and other charges.

EBITDA (earnings before interest. taxes. depreciation
and amortization) for our communications services busi­
ness was $11.938 million in 1996. $11,098 million in 1995
(excluding restructuring and other charges) and $10.138
million in 1994 (excluding merger-related expenses). The
increase in EBITDA in both 1996 and 1995 relates to a
higher level of revenues and lower access and intercon­
nection expenses. EBITDA is a measure of our ability to
generate cash flows. and should be considered in addition
to, but not as a substitute for. other measures of finanCial
performance reported in accordance with generally
accepted accounting principles.

Communications services earnings
before"interest, taxes, depreciation and
amortization

$11

Investing activities. We used $1.490 million in 1996. $8.987
million in 1995 and $7.276 million in 1994 for investing
activities. Included in 1996 investing activities were net cap­
ital expenditures. proceeds received from securitizations
and proceeds received from divestments. including the sale
of AT&T Capital. Capital expenditures (primarily associated
with our network and wireless infrastructure). acquisi.
tions of businesses and invesanents and the acquisitions of
PCS and cellular licenses were approximately $7.3 billion 10

1996. $10.0 billion in 1995 and $3.9 billion in 1994. This
resulted in net cash oudays for the foregoing in each of
1996.1995 and 1994 of approximately $6.9 billion. $/01

billion and $3.8 billion. respectively.
In 1996 we continued to invest in our commun,c;ltions

network in order to increase capacity. reliability )'-.:!

enhance network intelligence to provide new ;>roC .. -',

and services. This included the continued depio~ . . .
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Synchronous Optlcll Network Technology (SONET) for
our long dist:mce r,erwork. IS ....ell as SONET rings which
provide millisecond restoration of traffic in the event of a
fiber cut. We also invested in switching system software
associated with advanced call features. Further. we expand­
ed our wireless infrastructure to provide higher capacity
and improve service quality. Substantial investments in our
communications services business are expected to contin­
ue as we upgrade our network and invest in new markets.

Competition in communications is global and increas­
ingly involves multinational firms and partners. We believe
commitments of resources to expand globally are neces­
sary for future growth. For example. we have established a
presence in the United Kingdom to compete direcdy with
the dominant national provider.

DUring 1996 we received net proceeds of approXimately
$2.1 billion related to divested businesses. including $1.8
billion related to our sale of AT&T CapitaL In 1995 we
completed the $3.3 billion acquisition of the minority
owners' stake in LIN. now a wholly owned subsidiary of
AT&T Wireless Services.

Also contributing to investing activities is our financial
services business. Securitizations of credit card receivables
brought in cash of $3.0 billion in 1996 and $3.5 billion in
1995. Securitization may continue to be used as a financing
alternative in the future.

Financing aaivities. Cash used for financing activities was
$5.381 million in 1996 and $222 million in 1994. In 1995
financing activities proVided cash of $1.420 million. AT&T
has raised all necessary extemal financing through issu­
ances of commercial paper and long-term debt. as well as

. asset-backed securities (the tJniversai Card securitizations)
and equity. We expect to be able to arrange any necessary
future financing using these same sources. with the timing
of issue. principal amount and form depending on our
needs and the prevailing market and economic conditions.

During 1996 we retired long-term debt of $1.236 mil­
lion and decreased shore-term debt by $5.302 million. The
changes in debt reflect the use of alternative sources of
funding. such as securitiutions. as well as the impact of
Lucent obtaining its own external financing in 1996. Addi­
tionally. the cash collection of the $2.0 billion in accounts
receivable retained by AT&T continuing operations
as part of the restruCturing plan and the proceeds of S1.8
billion from the sale of AT&T Capital were used to pay
down our debt.

In 1995 we retired $2.137 million of long-term debt. but
borrowed an additional $2.392 million of long-term debt and
$1.939 million of short-term debt. In 199'" we retired S"'.078
million in long-term debt and borrowed $3."'22 million of
long-term debt and $1.217 million of short-term debt.

In each of the past three years. we issued new shares
of common stock in our shareowner and employee bene­
fit stOCk-ownership plans. In 1997 stock used in our share·
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owner and employee benefit StCCk-Owl1enh;p plans w:il

now be purchased in the stock market In~:e.ld of U$Ir.g

unissued or treasury shares. This will minimize the dllutlve
effects of these plans on equity shareowners. but will
require us to use cash to purchase the shares. We also
paid dividends of $2.122 million in 1996. $2.088 million in
1995 and $1.870 million in /99"'.

On a limited basis. we use certain derivative financial
instruments in an effort to manage exposure to interest
rate risk and foreign exchange risk. Our utilization of
these instruments is limited to interest rate swap agree­
ments. forward contracts and options in foreign currencies
to hedge exposures. We do not enter into such instru­
ments for speculative purposes. All hedging activity is in
accordance with board-approved poliCies. Any potential loss
or exposure related to our use of derivative instruments is
immaterial to our overall operations. financial condition and
liquidity. The notional amounts of derivative contracts do
not represent direct credit exposure or future cash require­
ments. Credit exposure is determined by the market value
of derivative contracts that are in a gain position as well as
the ability of the counterparty to perform its payment
obligations under the agreements. We control credit risk of
our derivative contraCts through credit approvals. exposure
limits and other monitoring procedures. There were no
past due amounts related to our derivative contracts at
December 3I. 1996. nor have we ever recorded any charge­
offs related to derivative contracts.

Total assets decreased from the end of 1995 primari­
ly due to lower net assets of discontinued operations.
finance receivables and current deferred income taxes.
The decrease in net assets of discontinued operations is
primarily due to the dispositionS of Lucent. NCR and AT&T
Capital in 1996. Finance receivables decreased mainly due
to the Universal Card securitizations. The decrease in
current deferred income tax assets is partially offset by the
decrease in long-term deferred income tax liabilities. These
decreases reflea the portion of long-term deferred income
tax liabilities at year-end 1995 that became current in 1996.

The decreases ~n assets were partially offset by increases
in property. plant and equipment and accounts receivable.
The increase in property. plant and equipment was primari­
ly due to capital expenditures for the AT&T network and
wireless infrastructure. The increased accounts receivable
was driven by our increased revenues.

Total liabilities decreased from December 31. 1995 pri­
marily due to lower short- and long-term debt. deferred
income taxes and other long-term liabilities and deferred
credits. The lower levels of debt are primarily attributable
to the Universal Card securitization program. the JSSlgn­
ment of debt to Lucent. and the application of the CJsh
received from the $2.0 billion in retained recelvJbles (rom
lucent and the proceeds from the sale of AT&T C~: ,,1

Long-term deferred income tax liabilities dec',r",,~ .. c OJ

:he reclassification of deferred income taxes :~ . . 1S



previously disc'.Jssed. Other long-term liabilities and
deferred credits were down primarily due to certain
restructuring-related liabilities becoming current.

These decreases were offset by increases in accounts
payable and other current liabilities. Increased accounts
payable relate to increased capital expenditures. higher
international settlement payables due to timing of pay­
ments and payables related to increased marketing and
sales efforts. Increased current liabilities reflect increased
current taXes payable due primarily to the sale of AT&T
Capital.

Shareowners' equity was $20.295 million at Decem­
ber 31.1996 and $17.274 million at December 31.1995.
The increase is due primarily to net income and shares
issued under employee plans offset primarily by the impact
of the Lucent and NCR spin-offs of approximately $2.2
billion and dividends of $2.1 billion.

The ratio of total debt to total capital (debt plus equity)
decreased to 33.8% at December 31. 1996. compared with
54.5% at December 31. 1995. Most of OUr debt supports
financial services operations. Exduding financial services.
our debt ratio was18.7X at the end of 1996 and 41.3% at
the end of 1995. In 1996 we reduced our debt levels signif­
icantly as previously discussed.The 1995 ratio was higher
because of the restructuring and other charges and by the
issuance of additional debt to finance the acquisitions of
PCS licenses and the remaining 48% of UN.Additionally.
we had approximately $6.0 billion of unused available lines
of credit at December 31. 1996.
- The fair value of our pension plan assets is greater
than our projected pension obligations.We record pen­
sion income when our expected return on plan assets
plus the amortization of the transition asset (created by
our 1986 adoption of the current standard for pension
accounting) is greater than the interest cost on our pro­
jected benefit Obligation plus service cOSt for the year

Capitalization
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Consequently we continued to have pension income tnJt
added to our prepaid pension asset in 1996.

legislative Developments, Regulatory
Developments and Competition

In February 1996 the Telecommunications Act became
law.The Telecomunications Act. among other things. was
designed to foster local exchange competition by estab­
lishing a regulatory (ramework to govern new competitive
entry in local and long distance telecommunications
services.The Telecommunications Act permits RBOCs
to provide interexchange services after demonstrating to
the FCC that such provision is in the public interest and
satisfying the conditions (or developing local competition
established by the Telecommunications Act.

In August 1996 the FCC adopted rules and regulations
(the Implementing Rules) to implement the local competi­
tion provisions of the Telecommunications Act. The
Implementing Rules rely on each state to develop the spe­
cific rates and procedures in such state within the frame­
work prescribed by the FCC for developing such rates
and procedures. In October 1996 the United States COUrt
of Appeals for the 8th circuit ordered a Stay of the effec­
tiveness of certain of the Implementing Rules until such
court resolves challenges-thef]!to· by local telephone' com­
panies and telephone regulators in several states.

We believe that such stay may inhibit the establishment
of appropriate permanent rates (or the provision of net­
work elements and wholesale services.Absent full effective­
ness of the stayed Implementing Rules. each State will
determine the applicable rates and procedures indepen­
dent of the framework of the Implementing Rules. Since
the stay was issued. many states have used the
Implementing Rules as guidelines in establishing interim
rates that will apply pending the determination of perma­
nent rates in subsequent State proceedings. Nevertheless.
in the absence o( the Implementing Rules. there can be no
assurance that the prices and other conditions established
in each state wiN provide for etreetive local service entry and
competition or provide us with new market opportunities.

In addition to the matters referred to above. variouS
other faCtors. including market acceptance. Start-up and
ongoing COSts associated with the provision of new ser­
vices and local conditions and obstacles. could adversely
affect the timing and success of our entrance into the local
exchange services market and our ability to offer com·
bined service packages that include local service. Because
it is widely anticipated that substantial numbers of long
distance customers will seek to purchase local. interex­
change and other services from a single carrier as part of
a combined or full service package. any competitive dlsad·
vantage. inability to profitably provide local service 1t ·:om­
petitive rates or delays or limitations in prOViding '';( '.­
service or combined service packages could ad'c···· .
affect our future revenues and earnings. In 10C;t c
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SImultaneous entrance of numerous new competitors for
,nterexchange and combined service packages is likely to
adversely affect our long distance revenues and could
adversely affect earnings.

We currendy face significant competition in the com·
munications services industry and expect that the level of
competition will continue to increase. The Telecommuni­
cations Act has already begun to intensify the competitive
environment in recent months. Non-RBOC local ex·
change carriers. 'which are not required to implement the
Telecommunications Act competitive checklist prior to
offering long distance in their home markets, anticipating
changes in the industry. have begun integrating their local
service offerings with long distance offerings in advance of
AT&T being able to offer combined local and long distance
service in these areas. In addition. most of the RBOCs have
indicated their intention to petition the FCC during 1997
for permission to offer interexchange services in one or
more states within their home regions.

Recent Pronouncements

In June 1996 the Financial Accounting Standards Board
issued Statement of Financial Accounting Standards
(SFAS) No. 12S,"Accounting for Transfers and Servicing
of Financial Assets and Extinguishment of Uabilities." This
statement requires that liabilities incurred or obtained
by transferors as part of a transfer of finan<:=... assets be
initially measured at fair value, if practical. It also requires
that servicing assets and other retained interests in trans·
ferred assets be recognized and measured by allocating
the previous carrying amount between assets sold and
retained interests base~ upon their relative fair values at
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the date of transfer. The statement 's ~ffec,:~ve 'or :r::-:~'e';

and servicing of financial assets Jnd elCt:ng'.I'sr.;r.:!1':s cf
liabilities occurring after December 31. 1996. and early
adoption is prohibited. The adoption of thiS standard Will

not have a material impact on our consolidated financial
statements.

Forward Looking Statements

Except for the historical statements and discussions con·
tained herein. statements contained in this report consti·
tute "forward looking statements" within the meaning of
Section 27A of the Securities Act of 1933 and Section 21 E
of the Securities Exchange Act of 1934. These forward
looking statements rely on a number of assumptions con·
cerning future events. and are subject to a number of
uncertainties and other faCtors. many of which are outside
our control, that could cause actual results to differ mate­
rially from such statements.

Readers are cautioned not to put undue reliance on
such forward looking statements. These factors and
uncertainties include the adoption of balanced and effec·
tive rules and regulations by the state public regulatory
agencies, our ability to achieve a significant market pene­
tration in new markets and the related costs thereof. and
competitive pressures. Shareowners may. review our
reports filed with the Securities and Exchange Commis­
sion for a more detailed desCription of the uncertainties
and other factors that could cause actual results to differ
materially from such forward looking statements. We
disclaim any intention or obligation to update or revise
forward looking statements, whether as a result of new
information, future events or otherwise.



Six-Year Summary of
3elec ced Financial Data (Unaudited)

AT&T Corp. ~nd S...b$.dl~ne$

Dou...u.s IN MILUONS (EXCEPT PER SHARE AMOUNTS)

1996 1995- 199-4 /993- /992 199/"

Results ofOperations
Total revenues $52,184 550.664 $47.776 $45.002 $43.784 $42.309

Operating income 8,810 5.453 7.586 6.675 6.278 2.503
Income from continuing operations

before cumulative effects of
accounting changes 5,608 3.205 4.393 3.882 3.253 1.083

Income before cumulative effects
of accounting changes 5,908 139 4.710 3.702 3.442 171

Net income (loss) 5,908 139 4.710 (5.906) 3.442 171
Earnings per common share

Income from continuing operations
before cumulative effects of
accounting changes ).47 2.01 2.81 2.51 2.14 0.73

Income before cumulative effects of
accounting changes 3.66 0.09 3.01 2.39 2.27 0.12

Net income (loss) 3.66 0.09 3.01 (3.82) 2.27 0.12
Dividends declared per common share 1.32 1.32 1.32 1.32 1.32 1.32

Assets and Capital
Property. plant and

equipment - net ... 19,794 $16.083 $14.470 $13.699 $13.638 $13.096
Total assets - continuing operations 55,026 54.969 48.578 42.217 41.239 37.450
Total assets 55,S52 62.395 57.448 50.181 50.632 48.781
Long-term debt 7,883 8.542 8.934 10,287 12.210 12.167
Total debt 10,343 20.718 18.533 18.191 17.122 /6.756
Shareowners' equity 20,295 17,274 17,921 13.374 20.313 17.973
Gross capical expenditures 6,785 4.522 3.370 2.554 2.319 2.435
Employees - continuing operations 130,400 128.400 119.100 12/.900 122.000 119.100

Other Information
Operating income as a

percentage of revenues 16.9% 10.8% 15.9% 14.8% 14.3% 5.9%
Income from continuing

operations as a percencage
of revenues 10.7% 6.3% 9.2% 8.6% 7.4% 2.6%

Return on average common equity 28.0% 0.7% 29.S% (47.1)% 17.6% 0.9%
Data at year-end:
Stock price per share** $ 41.31 $ 44.40 $ 34.46 $ 36.00 $ 34.97 $ 26.83
Book value per common share $ 12.50 $ 10.82 $ 11.42 $ 8.65 S 13.31 $ 12.05
Debt ratio 33.8% 54.5% 50.8% 57.6% 45.7% 48.2%
Debt ratio excluding

financial services 18.7% 41.3% 30.0% 43.0% 36.5% 42.9%

• '995 CONTINUING OPERATIONS OATA REFLECT SJ.O 81WON OF I'1l.ETIVC 8USINESS RESTRUCTURING AND OTHER CMARGES.
1993 NET LOSS REFLECTS A 59 6 IIWON NET CHARGE FOR THREE ACCOUNTING CMANGES.
.991 CONTINUING OPERATIONS OATA REFLECT US 81WON OF PRETIVC 8USlNESS WT1I.UCTURING AND OTHER CHARGES.

"SlOO:: ~ICES MAVE BEEN RESTATED TO REFLECT THE SPIN-OFFS OF LUCENT "NO NCIl
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The financial statements in this annual repor~ hWl!!

been audited by Coopers & Lybrand LLP. !r:dependenr
Accountants. Their audits were conducted in accordance
with generally accepted auditing standards and include 3n
assessment of the intemal control structure and selective
tests of transactions. Their report follows.

~~~iU'
Coopers & Lybrand LLP.
1301 Avenue of the Americas
New York. New York
January 22. 1997

Robert E. Allen
Chairman of the Board.
Chief Executive Officer

Richard W. Miller
Senior Executive

Vice President.
Chief Financial Officer

Report of Independent Accountants

To the Shareowners of AT&T Corp.:
We have audited the consolidated balance sheets of

AT&T Corp. and subsidiaries (AT&1) at December 31.
1996 and 1995, and the related consolidated statements of
income, changes in shareowners' equity and cash flows for
the years ended December 31,1996,1995 and 1994. These
financial statements are the responsibility of AT&rs man·
agement. Our responsibility is to express an opinion on
these financial statements based on our audits.

We conducted our audits in accordance with generally
accepted auditing standards. Those standards require that
we plan and perform the audit to obtain reasonable assur­
ance about whether the financial statements are free of
material misstatement. An audit includes examining. on a
test basis. evidence supporting the amounts and disclo­
sures in the financial statements. An audit also includes
assessing the accounting principles used and significant
estimates made by management. as well as evaluating the
overall financial statement presentation. We believe that
our audits proVide a reasonable basis for our opinion. .

In our opinion. the financial statements referred to
above present fairly, in all material respeCts. the consolidat­
ed financial position of AT&T at December 31. 1996 and
1995. and the consolidated results of their operations and
their cash flows for the years ended December ) I. 1996.
1995 and 1994, in conformity with generally accepted
accounting prinCiples.

Report of Management

Management is responsIble for the preparation. integnty
and objectivity of the financial statements and all other
financial information included in this report. Management
is also responsible for maintaining a system of intemal
controls as a fundamental requirement for the operational
and financial integrity of results.

The financial statements. which reflect the consolidat­
ed accounts of AT&T Corp. and subsidiaries (AT&nand
other financial information shown. were prepared in con·
formity with generally accepted accounting principles.
Estimates included in the financial statements were based
on judgments of qualified personnel.

To maintain its system of internal controls, manage­
ment carefully seleees key personnel and establishes the
organizational structure to provide an appropriate division
of responsibility. We believe it is essential to conduct busi­
ness affairs in accordance with the highest ethical stan·
dards as set forth in the AT&T Code of Conduct. These
guidelines and other informational programs are designed
and used to ensure that policies. standards and managerial
authorities are understood throughout the organization.
Our intemal auditors monitor compliance with the system
of intemal controls by means of an annual plan of in­
ternal audits. 'On an ongOing basis. the system of intemal
controls is reviewed, evaluated and revised as !cessary
in light of the results of constant management oversight.
intemal and independent audits, changes in AT&rs busi­
ness and other conditions.

Management believes that the system of intemal con­
trols. taken as a whole, provides reasonable assurance that
(I) financial records are-adequate and can be relied upon
to permit the preparation of financial statements in con­
formity with generally accepted accounting principles
and (2) access to assets occurs only in accordance with
management's authorizations.

The Audit Committee of the Board of Directors.
which is composed of directors who are not employees.
meets periodically with management. the intemal auditors
and the independent accountants to review the manner
in which these groups of individuals are performing their
responsibilities and to carTy out the Audit Committee's
oversight role with respect to auditing. internal controls
and financial reporting matters. Periodically. both the inter·
nal auditors and the independent accountants meet
privately with the Audit Committee. These accountants
also have access to the Audit Committee and its individual
members at any time.

·.
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Consolidated Statements
of Income

DOLLARS IN MIWONS (EXCEPT PER SHARE AMOUNTS)

Net income $ 3.66

. Weighted-average common 'shares and
common share equivalents (millions) 1,616

Per Common Share
Income from continuing operations $ 3.47
Income (loss) from discontinued opel'3tions 0.09
Gain on sale of discontinued opel'3tion 0.10

Years Ended December 31

Sales and Revenues
Communications services
Financial services

Total revenues

Operating Expenses
Access and ocher interconnee:tion
Network and other communications services
Depreciation and amortization
Selling. general and administrative

Total communications services expenses
Financial services expenses

Total operatinl expenses

Operatinl income
Other income - net
Interest expense

Income from continuiryg operations before income taxes
Provision for income taxes

Income from continulnl operations

Discontinued Operations
Income (loss) from discontinued operations

(net of tax benefItS of $374 in 1996. $ I.254 in 1995 and $39 in 1994)
Gain on sale of discontinued operation (net of taXeS of $138)

Net Income

1996

SSO,5IS
1,669

Sl,l~

16,332
7,911
1,740

14,786

41,769
1,605

43,374

8,810
390
334

8,866
3,25"8

5,608

138
162

$ 5,908

1995 1994

$48•.w3 $45.938
2.261 1.838

50.664 47.776

/7.618 /7.797
7.750 6.747
3.520 2.394

14.356 11.630

43.244 38.568
1.967 1.622

45.211 40.190

5.453 7.586
280 89
478 435

5.255 7.240
. 2.050 2.847

3.205 4.393

(3.066) 317

$ 139 $ 4.710

1.592 1.564

$ 2.01 $ 2.81
(1.92) 0.20

$ 0.09 $ 3.01
THE NOTES ON PAGES H TlIIlOUGH +4 AU No4 INTECW. I'IU.T OF THE CONSOuo.o.TEO ANANcw. "STATEMENTS.
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Consolidated
Balance Sheets

AT&T Corp, and 5ubsldianes

DOLLAllS IN HIlUONS

At December 31

Assets
Cash and cash equivalents
Receivables. less allowances of $1.336 and $1.252

Accounts receivable
Finance receivables

Deferred income wees
Other current assets

Total current assets

Property. plant and equipment - net
Licensing costs. net of accumulated amortization of $913 and $743
Investments
Long-term finance receivables
Prepaid pension costs
Other assets
Net assets of discontinued operations

Total assets

Liabilities
Accounts pa~ble

Payroll and benefit-related liabilities
Debt maturing within one year
Dividends pa~ble

Other current liabilities

Total current lIabllltl..

. Long-term debt
Long-term benefit-related liabilities
Deferred income taxes

Other long-term liabilities and deferred credits

Total lIabllltle.

1996

$ 134

8,973
7,087
1,413

703

18,310
19,794
8,071
3,883

703
1,933
2,332

526

555.552
•

5 6,173
2,635
2,460

536
4,514

16,318
7.883
3,037
4.827
3,192

35,257

1995

$ 129

8.359
10.665
2.437

498

22.088
16.083
8.056
3.646

768
1.793
2.535
7.426

$62.395

$ 5.089
2.908

12.176
527

3.880

24.580
8.5<42
2.871
5.~

3.682

45.121

Shareownen' Equity
Common sh~res. par value $1 per sm... 1.623

Authorized shares: 2.000.000,000
OutStanding shares: 1.623,<481.646 at December 31.1996:

1.596.005.351 at December 31.1995
Additional paid-in c:apltal 15.643
Guaranteed ESOP obllption (96)
Foreian currenq translation adjustments 47
Retained eamings (deficit) 3.078

Total.hanownen' equity 20.195

TotaIllabllltie. and shareownen' equity 555.552
THE NOTES ON l'AGES 34 THllOUGH 44 AAE AN INTEGML l'AJ(f OF THE CONSOUOATED fiNANCIAL STATIl'1ENTS.
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1.596

16.614
(25<4)

5
(687)

17.274

$62.395
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Consolidated Statements of
Changes in Shareowners' Equity

AT&T Corp. and SubsIdiaries

DoUl<'-s IN MIlUONS

Yeln Ended December 31

Common Shares .
Balance at beginning of year
Shares issued:

Under employee plans
Under shareowner plans
Other

Balance at end ofyear

Additional Paid-In Capital
Balance at beginning of year
Shares issued:

Under employee plans
Under shareowner plans
Other

Preferred stock redemption
Dividends declared
Spin-offs of Lucent and NCR(a)

Balance at end ofyear

Guaranteed ESOP Obligation
Balance at beginning of year
Amortization
Assumption by Lucent(a)

Balance at end ofyear

Foreign CurrenCYl:ranslation Adjustments
Balance at beginning of year
Translation adjusanents
Spin-offs of lucent and NCR(a)

Balance atend ofyur

1996

$ 1,596

19
8

1,623

16,614

975
434

(2.380)

15,643

(254)
52

106

(96)

5
(33)
75

47

1995

$ 1.569

13
13
I

1.596

15.825

598
687

31

(527)

16.61"4

(305)
SI

(25")

145
(140)

5

199<4

$ 1.547

II
B
3

1.569

14.324

536
424
133
408

15;825 .

(355)
SO

(305)

(32)
In

145

Retained Earnings (Deficit)
Balance at beginning of year (687)
Net income 5,908
Dividends declared (2,132)
Other changes (I I)

Balance at endof,..,. J,078

Total Shareowne"' Equity $20,295
(1) THE NET 1l1,AC1' OF THE SI'lNoOm OF I.ucENT AND NCR ON TOTAL SHAREOWNE'-S' EQUITY WAS $2.199 MILUON.

687
139

(1,570)
57

(687)

$17.274

(2.110)
4.710

(1.940)
27

687

$17.921

In March 1990 we issued 13." million new shares of common stock in connection with the establishment of an ESOP
feature for the nonmanagement savings plan. The shares are being allocated to plan participants over ten years com­
mencing in July 1990 as contributions are made to the plan. In connection with the Lucent spin-off. $106 mIllion of the

. • unamortized guaranteed ESOP obligation was assumed by lucent.
We have 100 million authorized shares of preferred stock at $1 par value. No preferred stock is currently .ssued

or outstanding.
THE NOTES ON P"'OES )<4 THIl.OUGH 44 ARE AN INTECRAl PAIl.T OF THE CONSOUOATEO FINANCIAL STATEMENTS.
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Consolidated Statements
of Cash Flows

DOL.....RS IN MllUONS

Yun Ended December) I 1996 1995 199<4

Operating Activities
Net income $ 5,908 $ 139 $ 4.710

Add: (Income) loss from discontinued operations (138) 3.066 (317)

Gain on sale of discontinued operation (162)

Income from continuing operations 5,608 3,205 4.393

Adjustments to reconcile net income to net cash
provided by operating activities of continuing operations:

Restructuring and other charges 3,029
Depreciation and amortization 2,740 2.586 2.394
Provision for uncollectibles 2,443 2.272 1.697
Increase in accounts receivable (2,149) (2.231 ) (1.857)
Increase in accounts payable 438 850 562
Net (increase) decrease in other operating

assets and liabilities (861 ) (93) 319
Other adjustments for noncash items - net SIS (558) 436

Net cash provided by operating activities of continuing operations 8,134 9.0~0 7.944

Investing Activities
Capital expenditures (6,339) (4.616) (3.302)
Proceeds from sale or disposal of property. plant and equipment 145 20<4 54
Decrease (increase) in finance assets 139 (2.364) (3.537)
Proceeds from securitizations of finance receivables 3,000 3.492
Acquisitions of licenses (267) (1.978) (293)
Net increase in investments (290) (101) (114)
Dispositions (acquisitions), ne.t of cash acquired 2,145 (3.406) (105)

. Other investing activities - net (23) (218) 21

Net cash used In Investinr activities ofcontinuing operations (1,490) (8.987) (7.276)

Financing Activities
Proceeds from long-term debt issuances 2.392 M22
Retirements of long-term debt (1,236) (2.137) (4.078)
Issuance of common shares 1,293 1.21<4 976
Dividends paid (2,122) (2.088) (1.870)
(Decrease) increase in short-term borrowings - net (5,302) 1.939 1.217
Other financing activities - net 1,986 100 III

Net cash (used In) provided byfinanclnr activities ofcontlnuinr operation. (5.381 ) 1.420 (222)

Effect of exchange rate changes on cash 9 40 (6)
Net cash used in discontinued operations (1,867) (1.62<4) (392)

Net increa.e (decrease) In cash and cash equivalents 5 (91) 48

Cash and cash equivalents at beginning ofyear 129 220 172

Cash and cash equivalents at end ofyear $ 134 $ 129 $ 220

THE NOTES ON PAGES 3<4 TI-tIlOUGI-t +4 ARE AN INTEGRAL PART OF THE CONSOUOATEO fiNANCIAL STAnMENTS.
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Notes to Consolidated
Financial Statements

ATIT C:)rp.lnd SUblidilnes ,ATln
\Dol~"In millions.except per shlAlmounal

.-

I. Summary of Significant Accounting Policies

Consolidation
The consolidated finandal statements include all majority­
owned subsidiaries. Investments in which we exercise sig­
nificant influence but which we do not contrel (generally a
20% - 50% ownership interest) are accounted for under
the equity method of accounting.This represents the
majority of our investments. Generally, investments in
which we have less than a 20% ownership interest are
accounted for under the cost method of accounting.

CurrencyTranslation

For operations outside of the U.S. that prepare financial
statements in currencies other than the U.S. dollar, we trans­
late income statement amounts at average exchange rates
for the year. and we translate assets and liabilities at year-end
exchange rates. We present these translation adjustments
as a separate component of shareowners' equity.

Revenue RecOl"ition

We recognize wireline and wireless services: c:venue based
upon minutes of traffic processed and contracted fees.
Generally, we recognize productS and other services rev­
enue in accordance with contract terms. Our financial ser­
vices revenue is recognized over the life of the finance
receivables using the interest method.

Adverdsln, COltS

We expense costs of advertising as incurred. Advertising
expense was $2,667, $2,I~ and $2,050 in 1996.1995 and
199<4. respectlvely.

IrwescmentTax Credits

We amortize investment taX credits as a reduction to the
provision for income taxes over the useful lives of the
property that produced the credits.

Eamlnll .....Share

We use the weighted-aYe,. number of shares of common
shares and common share equivalents outstanding dUring
each period to compute eaminp per common share.
Common share equivalents are stoCk options assumed to
be exercised for purposes of this computation.

Stock-Bued Compensation

We apply the intrinsic value based method of accounting
for our stock-based compensation plans, and except for
certain plans. we do not record compensation expense.

Cash Equivalencs

We consider all highly liquid investments with original
maturities of generally three months or less to be c'1sh
equivalents.

Property, Plant and Equipment

We state property, plant and equipment at cost, unless
impaired. and determine depreciation based upon the
assetS' estimated useful lives using either the group or unit
method.The group method is used for most depreciable
assets. When we sell or retire assets that were depreciated
using the group method. we deduct the COSt from property.
plant and equipment and accumulated depreciation. The
unit method is used primarily for large computer systems
and undersea submarine cables.When we sell assets that
were depreciated using the unit method. we include the
gains or losses in operating results.

We use accelerated depreciation methods primarily for
digital equipment used in the telecommunications network.
except for switching equipment placed in service before
1989 and certain high technology computer processing
equipment. All other plant and equipment is depreciated
on a straight-line basis.

Long-lived assets are reviewed for impairment whenever
events or changes in drcumnances indicate that the carrying
amount may not be recoverable. If the sum of the expected
future undiscounted cash flows is less than the carrying
amount of the asset, a loss is recognized for the difference
between the fair value and carrying value of the asset.

Ueenslnl COltS

Ucensing COSts are coSts incurred to develop or acquire
cellular, personal communications services (PeS) and mes­
saging licenses. Generally. amortization begins with the
commencement of service to customers and is computed
using the straight-line method over a period of 40 years.

GoodwiU

Goodwill is the excess of the purchase price over the.
fair value of net assets acquired in business combinations
accounted for as purchases. We amortize goodwill on a
straight-line basis over the periods benefited ranging from
5 to <40 years. Goodwill is reviewed for impairment annual­
ly or whenever events or changes in circumstances indicate
that the carrying amount may not be recoverable. If the
sum of the expected future undiscounted cash flows is less
than the carrying amount, a loss is recognized for the differ­
ence between the fair value and carrying value of the asset.

Derivative Finanelallnltnlmena
We use various financial instruments: including derivative
financial instruments. for purposes other than trading. We
do not use derivative financial instruments for speculative
purposes. Derivatives. used as part of our risk mana~ement

strategy. must be designated at inception as 4 hedge lnd
measured for effectiveness both at inception 3no :-: !n



ongOing basis. G.1lns and !osses that do not qualify as
~edges are recognized in other income - net.

Use of Estimates

The preparation of financial statements in conformity with
generally accepted accounting principles requires manage­
ment to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial
statements. and revenues and expenses dUring the periocl

. reported. Actual results could differ from those estimates.
Estimates are used when accounting for certain items such
as long-term contractS. allowance for doubtful accounts.
depreciation and amortization. employee benefit plans.
taxes. restructuring reserves and contingencies.

Reclassifications
We reclassified certain amounts for previous years to
conform with the 1996 presentation.

2. Discontinued Operations
On September 20. 1995. AT&T announced a plan. subject
to certain conditions. to separate into three independent.
publicly held. global companies: communications services
(AT&T). communications systems and technologies (Lucent
Technologies Inc.• "Lucent") and transaction-int',.lsive com­
puting (NCR Corporation."NCR''). In April 1996 Lucent
sold 112 million shares of common stock in an initial
public offering (IPO). representing 17.6% of the Lucent
common stoCk outstanding. Because of AT&rs plan to spin
off its remaining 82.<4% interest in Lucent. the sale of the
Lucent stock was recorded as an equity transaction. result­
ing in an increase in AT&rs ~dditionaJ paid-in capital at the

. time of the IPO. In addition. in connection with the restruc­
turing. Lucent assumed $3.7 billion of AT&T debt in 1996.
On September 30. I996. AT&T distributed to AT&T share­
owners of record as of September '7. 1996. the remainin(
Lucent common stock held by AT&T. The shares were
distributed on the basis of .32<40&4 of a share of Lucent for
each AT&T share outstanding.

Also announced as part of the separation plan was
AT&rs intent to pursue the sale of its remaining approxi­
mate 86% interest in AT&T Capital Corporation (AT&T
Capital). On October I. 1996. AT&T sold its remaining inter­
est in AT&T Capital for approximately $1.8 billion. resulting
in a gain of $162. or $.10 per share. after taxes.

On December 31. 1996. AT&T also distributed all of
the outstanding common stoCk of NCR to AT&T share.
owners of record as of December 13. 1996.The shares
were distributed on the basis of .0625 of a share of NCR
for each AT&T share outstanding on the record date. As a
result of the Lucent and NCR distributions. AT&rs share.

owners' eqUity was reduced by $2.2 billion.The distribu­
tIons of the Lucent and NCR common stock co AT&T
shareowners were noncash transactions which did noe
affect AT&rs results of operations.The distribution of
NCR stock completed AT&rs strategic restrUcwring plan
as announced on September 20. 1995.

The consolidated financial statements of AT&T have
been restated to reflect the dispositions of Lucent. NCR
and AT&T Capital and the planned dispositions of other
businesses as discontinued operations. Accordingly. the rev­
enues. costs and expenses. assets and liabilities. and cash
flows of Lucent. NCR. AT&T Capital and other businesses
have been excluded from the respective captions in the
Consolidated Statements of Income, Consolidated Balance
Sheets and Consolidated Statements of Cash Flows. and
have been reported through the dates of disposition as
"'ncome (loss) from discontinued operations," net of
applicable income taxes; as "Net assets of discontinued
operations"; and as "Net cash used in discontinued opera­
tions" for all periods presented.

Summarized financial information for the discontinued
operations is as follows:

1996 1995 19~

Revenues $22.341 $28,945 $27.318
Income (loss) before

income axes (236) (4.320) 278
Net income (loss) 138 (3.066) 317

Current assea 554 17.415
TOQlassea 861 34.181
Current liabilities 230 14.787
Tow liabilities 336 26.755
Net assea of discontinued

operations $ 526 $ 7.426

The income ~oss) before income taxes includes allocat­
ed interest expense of ~S.$1 H and $198 in 1996. 1995
and 199<4. respectively. Interest expense was allocated to
discontinued operations based on a ratio of net assets of
discontinued operations to total AT&T consolidated assets.

3. Changes in Accounting Principles
In 1997 we will adopt Statement of Financial Accounting
Standards (SFAS) No. 125."Accounting forTrantfers and
Servicing of Financial Assets and Extinguishments of
Liabilities." Among other provisions, this standard requires
that in connection with the transfer of financial assets, liabili­
ties incurred should be measured at fair value and retained
interests should be recorded as a portion of the original
carrying amount of the transferred financial assets.The
adoption of this standard will not have a material impact on
our results of operations. financial position or cash f1ow~.
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Supplementary Income Statement InCormation

4. Supplementary FinanciaJ Information

Toal other assets

- Supplementary Cash Flow Information

On September 30.1996 AT&T distributed to AT&T snare­
owners all of the remaining 82.4~ of Lucent common
stock held by AT&T. resulting in a noncash distribution of
$2.7 billion. Also. on December 31. 1996 AT&T distributed
all of the outstanding stock of NCR to AT&T shareowners.
resulting in a noncash distribution of $2.1 billion.

In 1995 we acquired the remaining 48% of LIN Broad­
casting Corporation (UN) for approximately $3.3 billion.
The purchase price was allocated to the fajr value of as·
sets acqUired of $4.0 billion and the fair value of liabilities
assumed of $.7 billion.

5. Business Restructuring and Other Charges
In the fourth quarter of 1995 we recorded a pretax charge
of $3.029 to cover restructUring costs of $2.307 and asset
impairments and other charges of $722.This charge includ­
ed plans to exit certain proprietary network and messaging
services: restructure customer service organizations: con·
solidate call servicing centers; exit certain satellite services:
reorganize corporate support functions such as informa­
tion systems. human resources and financial operations: and
restructUre certain international operations.

As part of our plan to sell certain businesses and to
restrUettJre our operations. restrUettJring liabilities of $1.718
were recorded for employee.separation costs. coSts associ­
ated with early termination-of building leases and other
items. In addition. asset impairments of $567 (which direct­
ly reduced the carrying value of the related asset balances)
and 522 of benefit plan losses were recorded. Benefit plan
losses relate to our pension and other employee benefit
plans and primarily represent losses in the current year for
accuarial changes that otherwise might have been amor·
tized over future periods.

The 1995 restructUre charge of 52,307 included separa­
tion cOsts for nearly 17.000 employees. which included
approximately 11000 management and 5.000 occupational
employees. As of December 31. 1996. approXimately 5.000
management employees and 1.000 occupational employees
haYe been separated. Of the 5.000 management separations.
approximately 3.000 accepted ~Iuntary SeYeral1Ce packages.

During 1996 we completed the restrUctUring of our pro­
prietary network and messaging services business. dosed
several call servicing centers. sold certain international oper­
ations and reorganized certain corporate support functions.
The implementation of certain restrUctUring activities are
occurring at a slower pace than planned.There have been
delays in exiting certain businesses and reorganizing
corporate support functions. in pan:. to ensure customer
satisfaction during this transition period. We expect the
majority of our plans to be completed during 1997. How­
ever. certain severance and faCility costs have payment
terms extending beyond 1997. We believe that [he b.'lance
is adequate to complete these plans.

1994

199'4

S 115
38

$ 39

1995

1995

$1.049
2.154

$ 107

1996 1995

$32,151 $27.320
6.118 5.973

376 4"
39.511 33.704

(19.711) (17.621)

$19.794 $16.083

$ 1,325 S 1.3045
491 596
516 594

$ 2.332 $ 2.535

1996

$ 765
2.121

1996

$ 170
51

$ 640 $ 563 $ 463

S 392 $ 638 $ 453
504 663 539
410 450 361
299 216 269

SI.605 $1.967 $1.622

$ 18 $ 38 $ 30

(IS) ( 17) (22)

67 103 104
74 73 34

158 64 12
88 19 (69)

$ 390 $ 280 $ 89

YEARS ENDED DECEMBER 31

Interest payments net of
3mOunts capitalized

Income tax payments

Supplementary Balance Sheet Infonnation

AT DECE/'IBEk 31

Toal other income - net

Otherusec:s
Unamortized goodwill
Deferred charges
Other

Property. plant and equipment - net

Total property. plant and eqUipment
Accumulated depreciation

Included in se!line, pneraJ
and administrative

Research and development
expenses

Deducted from interest expen..
Capitalized interest $ 193

Included in depre<:iation
and amortization

Amortization of licensing costs
Amortization of goodwill

Property. plant and equipment
Machinery. elearonic and

other equipment
Buildings and impl"OYements
Land and improvements

Ye,t.as eNDeD DeCEMBEk 31

Other income - net
Interest income
Minority interests in earnings

oC subsidiaries
Net equity earnings from

investments
Officers' life insurance
Sale/exchange of cellular

investments
Miscellaneous - net

Financial services expenses
Interest expense
Provision for losses
Other costs
Selling. general and administrative

Total

1/"
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The following table displays a rollforward of the liabili.
ties for bu~iness restructuring from December 31. 1994 to
December 31. 1996:

1994

$7.240

$7,367
(127)

1995

$5.255

$5.742
(487)

1996

$9,069
(203)

S8,866

$2,289 $2.029 S2.1+4
397 395 309

25 I (12)

$2,711 $1.425 S2.+41

$ 534 $ (232\ S 338
23 (109, 107

- II I

$ 568 $ (HOI $ 445

(11) (lSi ~)

$3,258 noso n.S47

6. Income Taxes
The following table shows the principal reJsons for the
difference between the effective income tax rate Jnd the
United Sates federal Statutory income tax rate:

YEARS ENDED DECEMBER 31 1996 1995 1994

U.S. federal scatutory income
tax rate 35% 35% 35%

Federal income ax It

scatutory rate n,I03 $1.839 S2.5H
Amortization of investment

tax credits (21) (35) (32)

Sate and loal income taxes.
net of federal income tax effect 272 186 270

Amortization of incangibles 13 62 )

Foreign rate differential 131 (I I) 14
Taxes on repatriated and

accumulated foreign income.
net of tax credits 19 17

Legal entity restructuring (195)
Research credits (13) (24) (12)
Other differences - net (51) 16 69

Provision for income taxes $3.258 $2.050 $2.847

Effective income tax rate 36.7% 39.0% 39.3%

YEARS ENDED DEC£I'1IP. 31

The U.S. and foreign components of income before
income taxes and the provision for income taxes are pre­
sented in this able:

Provision for income taxes

Deferred investment tax

credits

Total

Income before Income taxes
Unitecl Scates
Foreip

Deferred
Federal
Sate and local
Foreip

Pl"'O'Iision for Income taxes

CUrTent
FecleraJ
Scate and loal
Foreip

Deferred income tax liabilities are taxes we expect to
pay in future periods. Similarly. deferred income o.x l~~CtS

are recorded for expected reductions in taxes pJY1:·~

In future periods. Deferred income taxes arise '::~ ~.

differences in the book and tax bases of cert.1'"
and liabilities.

$1,388

$ 606
528
254

DIC- 31.

I'"~
8ALAHCI

$(325)
(233)
(152)

$ (710)

19960Ec. 31.
I99S

BAv.HCE

$2.098

$ 931
761
406

Dtc. )I. 1995 D!~. JI.
1994 Af4OUo<" 1995

T·"! eo COST a......HCE AcooroOM UroZID a......HCE

Employee separations $ 76 $ 934 $ (79) $ 931

Facility closings 512 497 (248) 761

Other III 287 8 406

Tocal $ 699 $1.718 $(319) $2.098

Employee separations
Facility closings
Other

Tocal

The December 31. 1994 business restructuring bal­
ance included reserves primarily for real estate and
reengineering operator services. As of December 31.
1996. $319 of the $699 December 31. 1994 balance
remained.This balance is primarily related to _xcess
space in various leased facilities and is expected to be
fully utilized over the remaining terms of the leases.
The balance is adequate to complete these plans.

The 1995 charge of $722 for asset impairments and
other charges included $668 for writing down certain
impaired assets, including the write-down in the value of
some unnecessary network facilities. the write-down of non­
strategic wireless assea and the reduction. in value of some
invesaTlents.There were no assets to be Cfisposed of or
sold included in these write-downs.The charge also includ­
ed $s.I of other items. none of which individually exceed
I%of the total charge.

The total pretax charge of $3.029 for 1995 was record­
ed as $8+4 in network and other communications services;
$93-4 in depreciation and amortization; $1.245 in selling.
general and administrative; and $6 in financial services
expenses. If viewed by type of cost, the combined charges
reflea $956 for emplO)lft separations and other related
items; $1.235 for asset write-downs: $497 for closing. selling
and consolidating fadlities; and $341 for other items.The
total charge reduced income from continuing operations
by $2.036. or $1.28 per share.

In addition. charges of $1.1 n (net of taxes) in the third
quarter of 1995 and $2.145 (net of taxes) in the fourth

. quarter of 1995 are reflected in the loss from discon­
tinued operations.These charges reduced income from
discontinued operations by a total of $3.317. or $2.08 per
share in 1995.

1'7
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Deferred income taX liabilities and assets consist of the

foilowlng:

Lona-term deferTecllncome tax assets
Business restrUcturing
Net operating loss/credit carryforwards
Employee pensions and other benefits - net
Reserves and allowances
Valuation allowance
Other

1996 1995

$5,302 $S.~2

96 125
1,403 2.069

56.801 $7.236

$ /95 $ +47
120 lSI

1,300 623
121 141

(164) (128)
]02 526

$1.974 $1,790

$4.827 $5.~6

$ 1]0 $ 104

YEA~ ENom DECE/'1IEA 3/ /996 /995 1994

Service cost - benefItS eamed
dUring the period $ 299 S 203 $ 239

Interest cost on projected
benefu: obligation 863 748 701

Amortization of unrecognized
prior service costs 99 90 73

Credit for expected retum on
plan asseu* (1.195) (1.0<43) (1.015)

Amortization of transition asset (183) ( 193) (193)
Charges for special pension options '58

Net pension credit $ (117) $ (137) $ (195)

"THUCTlJAI. UT\IRN ON P\AN AS:Irn_ $1.98' ... 1"6. $1.0+4 .. 1"5 AND SlS6 ..
1994.

Immediately following the spin-off of Lucent on
September 30. 1996. Lucent established separate defined
benefit plans. and a share of the pensi"ln obligations and
pension assets held in trust were transferred from AT&T
to Lucent based on methods and assumptions that were
agreed to by both companies.The asset and pension obliga­
tion amounts that were transferred to Lucent are subject
to final adjustment.The final amounts to be transferred
to Lucent are not expected to be materially different from
the estimated amounts.

We compute pension cost using the projected unit
credit method and assumed a long-term rate of rewm on
plan assets of 9.0% in 1996. 1995 and 1994.

Pension cost includes the follOWing components:

The net pension credit in /995 includes a one-time
charze of S58 for early retirement options and curtailments.

This table shows the funded status of the defined bene­
rlt plans:

AT DEaHIEA 31 1996 1995

52.5"1

$2...37

$ . 14'
61

1.IS6
768

(I)
386

51,530

. $250
]

.. 15
734

(2)
20

Net cUlTent deferred Income taX usea

Cunoent defenoecllncome tax assets
Business restrUcturing
Net operating loss/credit arryforwards
Employee pensions and other benefits
Reserves and allowances
Valuation allowance
Other

Toal current deferrecllncome ax usea

Net long.term deferred income
we liabilities

Toallong-term deferred income ax asseu

Toal long.term deferred income ax liabilities

AT DECEMBER 31

Lont-term deferred income tax liabilities
Property, plant and equipment
Investments
Other

Cunoentdeferred income tax liabilities
Total current deferred income

we liabilities·

At December 31, 1996 we had net operatinlloss
carryforwvds (tax eft'ectecl) for federal and State income
tax purposes of $15 and $57. respeaiveIy, expirinl thf'OUlh
20IO. We also had foreil" net operating loss CIIT)Iforwvds
(tax effected) of $103. of which S96 has no expiration date.
with the balance expiri"l by the year 2000. We also had
federal tax credit CIIT)Iforwards of $47 which are not sub­
ject to expiration.We recorded avaluation allowance to
reflect the estimated amount of deferred tax assets which.
more likely than not, will not be realized.

7. Employee Benefit Plans

Ac:tuariaJ present value of accumulated
benefit obIiption. indudinr vested
benefits of $10.083 and 59,87.. $11,520 $10.959

Plan usea at fair value $17,680 $15.29<4
Less: Actuarial present value

of projected benefit obligation 12.]80 11.572

Excess of assets 0'Ief' projected
benefit obligation 5,300 3.722

Unrecognized prior service costs 766 S04
Unrecognized transition asset (889) (1.136)
Unrecognized net pin (3.30]) (1.620)
Net minimum liability of

nonqualified plans (51 ) (49)

Prepaid pension cosu $ 1.823 $ 1.721

The prepaid pension costs shown above are --:~ ,':len.
sion liabilities for pl~ns where accumulated plJ" ~ -: "s

We used these rates and assumptions to calculate the
projected benefit obligation:

AT DECEMIEA 31 1996 1995

Pension Plana

We sponsor noncontributory defined benefit plans cover.
. ing the majority of our employees. BenefItS for manage­

ment employees are principally based on career-average
pay. Benefits for occupational employees are not directty
related to pay. Pension contributions are principally deter­
mined using the aggregate cost method and are primarily
made to truSt funds held for the sole benefit of plan
participants.

Weighted.average discount rate
Rue of increase in future

compensation levels

70%

50"4

38



exceed assets. Such liabilities are included in other liabilities
in the Consolidated Balance Sheets.

We are amortizing over approximately 15.9 years the
unrecognized transition asset related to our 1986 adoption
of SFAS No. 87."Employers' Accounting for Pensions:'
We amortize prior service COSts primarily on a Straight­
line basis over the ave~ge remaining service period of
active employees. Our plan assets consist primarily of listed
stoeks (including $56 and $61 of AT&T common stock at
December 31. 1996 and 1995. respectively). corpo~te and
governmental debt. real estate investments and cash and
cash equivalents.

Savinp Plans

We sponsor savings plans for the majority of our employ­
ees.The plans allow employees to contribute a portion of
their pretax and/or after-tax income in accordance with
specified guidelines. We match a percentage of the employ­
ee contributions up to certain limits. Our contributions
amounted to $180 in 1996,$/59 in 1995 and $134 in 19904 ..

the funded statuS of our postretirement benefit plans rec­
onciled with the amounts recognized in the ConsolidJted
Balance Sheets:

AT Decel'18E11. 31 1996 1995

Accumulated postn!tirement
benerlt obliption:

Retirees $1.2.... $2.138
Fully eligible active plan participants ..53 <432
Other active plan participants 1,0"2 1.195

Total accumulated postretirement
benefit obliption 3.739 3,76S

Plan assets at fair value 1.566 1.2~1

Unfunded ponretirement obligation 2.173 2.524
Less:

Unrecognized prior service costs 206 263
Unrecognized net pin (510) (5<4)

Accrued postretirement benefit obliption $1."77 $1.315

We made these assumptions in valuing our postretire­
ment benefit obligation at December 31:

We assumed that the growth in the per capita cost of
covered health care benefits (the health care cost trend
rate) would gradually decline after /996 to ".7% by the
year 2006 and then remain /evel.This assumption greatly
afFects the amounts reported.To illustrate. increasing the
assumed trend rate by I%in each year would raise
our accumulated postretirement benefit obligation at
December 31.1996 by $166 and our 1996 postretirement
benefit COstS by $19.

9. Stock-Based Compensation Plans
Under the 1987 Long-Term Incentive Program. we grant
stock options. performance shares. restricted stock and
other awards. On January I of each year, 0.6% of the Out­
standing shares of our common stock become available for
grant. The exercise price of any stock option is equal to or
greater than the stOCk price when the option is granted.
Generally. the options vest over three years and are exer­
cisable up to ten years from the date of grant. Performance
share units are awarded to key employees in the form of
either common stock or cash at the end of a three year
period based on AT&rs return-to-equity performance
compared with a target.

Under the AT&T 1996 Employee Stock Purchase Plan
(Plan) which was effective July I. 1996, we are authorized to
issue up to SO million shares of common stock to our eligi­
ble employees. Under the terms of the Plan. employees
may have up to 10% of their earnings withheld to purch:!se
AT&Ts common stock.The purchase price of the stock ~n

8. Postretirement Benefits
Our benefit plans for retirees include health care benefits,
life insurance coverage and telephone concessions.

Immediately following the spin-off of Lucent on Septem­
ber' 30, /996. Lucent established separate postretirement
benefit plans. and a share of the postretiremer·. benefit
obligations and postretirement benefit assets held in trust

were transferred from AT&T to Lucent based on methods
and assumptions that were agreed to by both companies.
The assets and postretirement benefit obligations that
were transferred to Lucent are subject to final adjustment.
The final amounts to be transferred to Lucent are not
expected to be materially different from the estimated
amounts.

This table shows the components of the net postretire­
ment benefit cost:

YEAAS ENOED DECE/'1I9. 3I 1996 1995 199~

Service con - benefits earned
during the period $ 54 $ ~I $ ~S

Interest con on accumulated
postn!tirement benefit obllption 261 258 2~S

Expected retum on plan usets* (99) (78) (64)
Amortization of unrecocnized

prior service cosu 39 23 <4
Amortization of net loss (pin) 2 (5) I
Charge for special options I 2

Net postn!tirement benefit COSt 526O 52''' $231

We had approximately 37,900,3".500 and 3".000
retirees as of December 31.1996.1995 and 199...
respectively.

Our plan assets consist primarily of listed stocks.
corporate and govemmental debt. cash and cash equiva­
lents and life insurance contracts.The follOWing table shows
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Weighted-average discount rate
Expected long-term rate of retum

on plan assets
Assumed rate of increase in the Ptr capita

con of cowred health are· benefits

1996

7.5"

5.6"

1995

7.0"

9.0"

6./"



SI1.9O
23.26
33.59
36.0B
042.38

S28.812B.034

1.619
12.6047
5.036
7.157
1.575

1996 1995

SI.950 $10.917
463 1.193

47 66

$2.460 S12.176

5.5'. 5.7c~

$11.90
23.26
34.16
35.96
44.74

S33.89

Wei&flted- Number Wei1hte6-
A..... &en:isabI« It Awoenp
Eurcise Dec:. 3I. 1996 Exercise

Price (in chousands) Price

'(~RS clllOEO OEC£/"!S£R 3 r 1996 1;:~5

Income from continuing operations $5,537 $3.192
Income (loss) from

discontinued operations III 13.0721
Net income 55,810 S 120

Earnings per common share

ContinUing operations $ 3.0 $ 2.00
Discontinued operations .07 (1.92)
Net income $ 3.60 S .08

10. Debt Obligations

46.910 6.42

have been reduced to the following pro forma amounts:

$ 1.11 - S15.76 1.619 2...5
15.83 - 27.12 12.666 4.03
27.16 - 34.95 B.991 6.89
35.20 - 36.96 10.106 6.BI

S37.02 - $47.37 13.528 8.53

Without the effea of pro forma cOSts related to the
conve",ion of options in the Lucent and NCR spin-offs. pro
forma income from continuing operations was $5.567 or
$3.~ per share in 1996.

The pro forma effect on net income for 1996 and 1995
may not be representative of the pro forma effect on net
income of future years because the SFAS No. 123 method
of accounting for pro forma compensation expense has not
been applied to options granted prior to January I. 1995.

The weighted-average fair values at date of grant for
options granted during 1996 and 1995 were $13.12 and
$104.02. respectively. and were estimated using the Black­
Scholes option-pricing model.The following assumptions
were applied for periods before the Lucent spin-off and
subsequent to the Lucent spin-off. respeCtively:
(i) expected dividend yields of 2.<4% and 2.8%. (ii) expected
volatility rates of 19.0% and 21.0%, and (iii) expected lives of
5.0 years and <4.5 years.The risk-free interest rates applied
for 1996 and 1995 were 6.11% and 6.~%.respectively.

The following table summarizes information about
stock options outStanding at December 31. 1996:

0Pn0Ns OumANOfNG 0rn0Ns Exo.ClSAILE

VVeizhted-
Number " .....

Outsancinc It RemaininI
Dec:. 31. 1996 ComncaaI
[Ill lhousancls) Lift

Total debt maturing within one year

Debt Maturinl Within One Year

AT DECEMIEA 31

Commercial paper

Lonc-term debentures and notes

Other

Weighted.average interest rate
of short-term debt

199..

38.012

1995

40.285S43.21

1996

47,689

22.678
9.132 S45.53 13.276 5.803

(10,708) S19.16 (8.181) (2.498)

. $29.39 $25.04

~.~ .2

(16.179) $37.25

(5.702) 537.12 (1.073) (1.032)

46.910 533.19 "7,689 <40.285
5"3.21 $36.61

28.034 $21.1' 28,n5 28.010

19.693 17,52" 21.015

the date of exercise IS 8S~~ of the average high and low
sale prices of shares on the New York Stock Exchange for
that day. Under the Plan. we sold approximately 3 million
shares to employees during 1996.

We apply Accounting Principles Board Opinion No. 25.
"Accounting for Stock Issued to Employees." and related
Interpretations in accounting for our plans. Accordingly, no
compensation expense has been recognized for our stock­
based compensation plans other than for our performance­
based and restlieted stock awards. SARs. and prior to July I.
1996 for the stoCk purchase plan for former McCaw
Cellular Communications. Inc. employees. Compensation
costs charged against income were $41 in 1996.

A summary of option transactions is shown below:

WEIGHTE!).
AVERAGE
EXERCISE

PRICESHARES IN THOUSANDS

Effective on the dates of spin-off of Lucent and NCR.
AT&T stock options held by Lucent and NCR employees
were canceled. For the holde", of unexercised AT&T stock
options. the number of opaons was adjusted and all exer­
cise prices were decreased immediately following each spin­
off date to preserw the economic values of the options
that existed prior to those dates.

During 1996. 73.1~5 SARs were exercised and no
SARs were granted.The number of outStanding SARs was
adjusted by 131.088 in connection with the Lucent and
NCR spin-offs. At December 31.1996.7<43.840 SARs
remained unexercised. all of which were exercisable.

AT&T has adopted the disclosure-only provisions of
SFAS No. 123."Accounting for Stock-Based Compensation."
If AT&T had eleaed to recognize compensation COSts based
on the fair value at the dace of grant for awards in 1996
and 1995. consistent with the provisions of SFAS No. 123.
AT&Ts net income and earnings per common share would

Outsanding at January J

Lucent and NCR
spin-off
adjustments

Options gr2nted
Options and SARs

exercised
Aver2ge exercise

price .
Options usumed in

purchase of UN
Options anceled or

forfeited:
Lucent and NCR
spin-offs

Other emplo)'ee
plans

At December 31:
• .' Options ouaandinc

Aver2ge exercise price
Options exercisable
Shares ~ilable for

crant
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A consortium of lenders provides revolving credit
facilities of $6.0 billion to AT&T. These credit facilities
are intended for general corporate purposes. which
include support for AT&T's commercial paper. and were
unused at December 31. 1996.

limits and monitoring procedures ar'ld we believe thlt ':lur
reserves for losses are adequate. We do not have ,my sig­
nificant exposure to any individual customer or counter·
party. nor do we have any major concentration of credit
risk related to any financial instrUments.

Toeal debentures and notes
Other
Less: Unamortized discount - net

Toeal long-term obligations
Less: Amounts maturinl within one year

Net long-term obligations

S 500 S 750
500 500

1,996 1.999

,..3,.1 5,380
786 838

60 101
115 120

8.298 9.688
112 122

604 75

8.3046 9.735
,.63 1,193

$7.883 $8.5<42

Letten ofCredit

Letten of credit are purchased guarantees that ensure our
performance or payment to third parties in accordance
with specified terms and conditions and do not create any
additional risk to AT&T.

(a)·NCTt 'nUT T>4 0CT\lAL N11IIIST MID ()OJ O\M. DOT QIUGIo.TIONS ...., ...'" ClPI'P8) NOl'l

.....1 r.;to.TEl~~'lO O\M. lNl'PNG IN7'O M1NST -...n S" ,. CQOoInIlCn TO >woo­

AGE OUI\ D<I'OlUOI 1'0 M1NST ~Tl~ N<O O\M. sn.toTlCY Tr:' :.cOI.CE """""CI =

This table shows the maturities. at December 3I. 1996.
of the $8.3-46 in total long-term obligations:

II. Financial Instruments
In the normal course of business we use various financial
instrUments, includin, derivative financial instruments, for
purposes other than tradln,.We do not use derivative
financial instrUments for speculative purposes.These inStrU­
ments indude commitments to extend credit, letten of
credit. guarantees of debt, interest rate swap agreements
and foreign cul'Tency exchan,e contraCts. Interest rate
swap agreements and foreign cul'Tency exchan,e contracts
are used to mitigate Interest nte and foreign cul'Tency
exposures. Coflateral Is ,enerally not required for these
types of instruments.

By their nature all such instrumems invoi'le risk. includ­
ing the credit risk of nonperformance by counterparties.
and our maximum potential loss may exceed the amount
recognized in our balance sheet. However. at December 31.
1996 and 1995. in mana,ement's opinion there was no sig­
nificant risk of loss in the event of nonperformance of the
counterparties to these financial instrUments. We control
our exposure to credit risk through credit approvals. credit

Guarantees ofDebt ••

From time to time we~ the debt of our subsidiaries
and ceruin unconsolidated joint ventures. Additionally, in
connection with restruaurings of AT&T. we issued guaran­
tees for certain debt obligations of AT&T Capital and
NCR. At December 31. 1996. the amount of guaranteed
debt associated with AT&T Capital and NCR was $230.

Interest Rate Swap Acreementl

We enter intO interest rate swaps to mana,e our exposure
to changes in interest rates and to lower our overall cOSts
of financinl- We enter into swap agreements to manage the
fixedlfloatinl mix of our debt portfolio in order to reduce
aggregate risk to interest rate movements. Interest rate
swaps also allow us to raise funds at flcatin, rateS and
effectively swap them intO faxed rateS that are lower than
those available to us if faxed-rate borrowings Wire made
direcdy.These agreements involve the exchange of floating­
rate for fIXed-rate payments or fixed-rate for floating-rate
payments without the exchan,e of the underlying principal
amount. Fixed interest rate payments at December 3/.
1996 are at rateS ranlinl from 4.~ to 7.75". Floatin,­
rate paymems are based on rates tied to prime. USOR or
US.Treasury bills. Interest rate differentials paid or received
under these swap COntncts are recOl"ized over the life of
the contracts as adjustments to the effective yield of the
underlying debt. If we terminate a swap agreement. the gain
or loss is recorded as an adjustment to the basis of the
underlying asset or liability and amortized over the
remaining life.

S4.6004

2001

$652S670

2000
: ;

1999

SI.065

1998

$892

1997

$<463

.tl



The following uble indicates the types of swaps in
use at December 31. IC;96 3nd 1995 and their weighted­
average interest rates. Average variable rates are those in
effect at the reporting date and may change significandy
over the lives of the contractS.

The weighted average remaining terms of the swap
contractS are .. years for 1996 and 8 years for 1995.

Foreign Exchange

We enter into foreign currency exchange contractS. includ­
ing forward and option contractS. to manage our exposure
to changes in currency exchange rates. principally French
francs. DeutSche marks. pounds sterling and Japanese yen.
The use of these derivative financial instruments allows us
to reduce our exposure to the risk of adverse changes in
exchange rates on the eventual reimbursement to foreign
telephone companies for their portion of the revenues

.billed by AT&T for calls placed in the U.S. to afOreign coun­
try.These transactions are generally expected ~ : occur in
less than one year. Gains or losses on foreIgn exchange
contractS that are designated for forecasted and other
foreign currency transactions are recognized in other
income as the exchange rates change.

FairValues of' Financial Instrumentslndudin,
Derivative Financial Inl1?"ments
The following table summarizes the notional amounts
of material financial instrUments.The notional amounts
represent agreed upon amounts on which calculations of
dollars to be exchanged are based.They do not represent
amounts exchanged by the parties and. therefore. are not
a measure of our exposure. Our exposure is limited to
the fair value of the contracts with a positive fair value
plus interest receivable. if any. at the reporting elate.

The tables below show the valuation methods and the
carrying amounts and estimated fair V1lues of matenal
financial instruments.

Fair
Value

Asset Uability

VALUAnoN METHOO

CarryIng amounts. These ~ccrue

interest at a prime-based r3te
Market quotes or based on rates

available to us fer debt with
similar terms and maturities

Fees paid to obtain the
obligations

Not practicable.There are no
quoted market prices for
similar agreements available

Market quoteS obtained
from dule~

Market quotes

S5 $9 $<47 $23

6 15 7 35

1995

Carrying Fair
Amount Value

Asset Liability Asset liability

CarTyinl
Amount

Asset Uability

1996

Foreign exchange contraCts

FINANCIAL INSTRUMENT

Lette~ of credit

Universal Card finance
receivables

Debt excluding capital leases

Interest rate swap agreements

Guarantees of debt

For finance receivables other than leases. the carrying
amount equals the fair value.These amounts were $6.688
and $10.263 for 1996 and 1995. respectively. For: debt
excluding capital leases. the carrying amounts and fair V1lues
were $10.330 and $10.620. respectively. for 1996: and
$20.698 and $21.225. respectively. for 1995.

Derivatives and
off balance sheet
instruments

Interest rate swap
agreements

Foreign exchange
forwird contractS

Derivatives and
off balance sheet
instruments

Interest rate swap $8 S 6 $63 S~

agreements
Foreign exchange

forward contractS 6 28 10 20

1995

1995

SI,417
6.57%
5.62%

S 894
5.64%
6.05%

Con~ctI

Notional
Amount

1996

SI,3"1
6.67%
5."5%

S lSI
5.77%
5.71%

I"'

Fixed to variable swaps - notional amount
Average receive rate
Average pay rate .

Variable to fixed swap·s - notional amount
Average receive rate
Average pay rate

Derivatives and
offbalance sheet
instruments

Interest rate swap agreements
_foreign exchange:

Forward contracts
Option contraCts

Lette~ of credit
Guarantees of debt

SI,693

6<C6
65

16<C
328

S2.311

<491

8
260
112

Securitization of' Receivables

For the years ended December 31. 1996 and 1995. we
securitized portions of our short-term finance receIvable
portfolios amounting to $3.000 and $3.500. WIth proceeds
received of $3.000 and $3.<491 respectively. We continue to
service these accounts for the purchasers. At Decerr·ber 31.
1996 and 1995. $6.500 and $3.500. respectively. of ,,,: .' ,.
abies previously securitized remained outstanelr'~

42



12. Segment Information

Industry Segments
AT&T operates in twO industry segments. the telecommu­
nications industry and the fInancial services industry. Our
communications services (which is part of the telecommu­
nications industry) consist of a wide range of services to
residential and business customers. including domestic and
international wireline long distance voice. data and video
services. wireless services. netwOrk management. business
consulting, outsourcing. elearonic commerce solutions and
internet access service. Additionally. we are embarking on a
strategy to expand our services to local service. Financial
services is primarily our AT&T Universal Card credit
card business. R.evenues between industry segments are
not material.

1996 1995 199'4

Revenues
Communications services SSO,SIS S'48.-403 S<45.938
Financial services 1,669 1.261 1.838

Toul revenues $52,\84 S50.66<4 S'47.776

Operating income (loss)
Communications services $ 9,19. $ 5.83'4 S 7.861
Financial services 7. 300 118
'Corporate and nonoperating (410) (879) (839)

Income from continuing operations
before income taxes S 8,.66 S 5.155 S 7.2-40

Assets
Communications services $46,092 S-42.440 S3'4.+43
Financial services 8,462 12.Gof9 13.737
Corporate assets 719 589 '476
Eliminations (257) (109) (78)

Total assets - continuing
operations Ss,026 5-4.969 '48.578

Net assets of discontinued
operations 526 7.426 8.870

Total assets $55,5n $62.395 $57.448

Depredation and
amortization

Communications services $ 2,740 $ 3.520 $ 2.394
Financial services 12 7 18

Gross capital expendIcures
Communications services S 6,776 $ -4.522 S 3.361
Financial services , 9

Totalliabillcies
Financial services S 7,534 $10.&42 S/2.670

Concent:rations

As of December 31. 1996 we are not aware of any signifi.
cant concentration of business transacted with a particular
customer, supplier or lender that could, if suddenly elimi.
nated. severely impact our operations. We also do nOt have
a concentration of available sources of labor. sel"'lices. or
licenses or other rights that could, if suddenly eliminated.
severely impact our operations.
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13. AT&T Credit Holdings,lnc.
In connection with a March 31. 1993 ieg31 :-ei::-uc::unng
of AT&T Capital Holdings. Inc. (formerly AT&T CJpicaJ
Corporation). we issued a direct. full and unconditional
guarantee of all the outstanding public debt of AT&T
Credit Holdings. Inc. (formerly AT&T Credit CorpOration).
At December 31. 1996. $59 of the guaranteed debt
remained outstanding.

AT&T Credit Holdings, Inc. holds the finance assets of
the former AT&T Credit Corporation and prior to the
sale of AT&T Capital on October 1,1996. held the majority
of AT&is investment in AT&T Capital.The table below
shows summarized consolidated financial information for
AT&T Credit Holdings. Inc.The summarized financial infor­
mation includes transactions with AT&T that are eliminated
in consolidation.

1996 1995 1994

Toul revenues S 202 S 190 S 58
Income from continuing

operations 3\ 26 19
Income from discontinued

operation 200 93 73

Nei income S 131 S 119 $ 92

Fin~nce receivables S1,102 '$1.1149
Net assets of discontinued

operation 8J5
Total assea 3,075 2.355
Total debt 60 100
Total liabilities 1,.91 1.3<43
Total shareowners' equity $1,1.04 $1.012

14. Commitments and Contingencies
In the normal course of business we are subject to pro­
ceedings.lawsuits and other claims, including proceedings
under laws and regulations related to environmental and
other matters. Such matters are subject to many uncertain­
ties. and outcomes are not prediCtable with assurance.
Consequently, we are unable to ascertain the ultimate
aggregate amount of monetary liability or financial impact
with respect to these matters at December 31. 1996.
These matters could affect the operating results of anyone
quarter when resolved in future periods. However. we
believe that after final disposition, any monetary liability or
financial impact to us beyond that provided for at year-end
would not be material to our annual consolidated financial
statements.

We lease land. buildings and equipment through con­
tracts that expire in various years through 2014J. Our
rental expense under operating leases was $721 ,n 1996.
5766 in 1995 and $819 in 199~.The following table
shows our future minimum lease payments due u:'\cer
noncancelable operating leases at December 31 1996.


